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Vol. 17, No. 1 (January, 1990) 


EXECUTIVE LIFE’S JUNK BONDS—A CASE STUDY 

IN THE MANIPULATION OF INVESTMENTS 

TO IMPROVE THEIR APPARENT QUALITY 

AND PROVIDE SURPLUS RELIEF 
Discusses the manner in which Executive Life Insurance 
Company disposed of almost $700 million of junk bonds 
at the end of 1988 and acquired almost $800 million of 
securities issued by six newly formed funding entities, 
describes the securities acquired and the bonds dis- 
posed of, discusses the designations assigned to the 
securities by the Securities Valuation Office of the Na- 
tional Association of Insurance Commissioners, explains 
the effect of the transactions on the computation of the 
mandatory securities valuation reserve, and concludes 
with expressions of opinion that the transactions did not 
improve the real quality of the company’s bond portfolio, 
that the transactions provided the company with about 
$120 million of statutory surplus relief in 1988, and that 
the company manipulated its investment portfolio in a 
manner inconsistent with the spirit of statutory account- 
ing principles 


Vol. 17, No. 2 (February, 1990) 


MORE ON EXECUTIVE LIFE’S MANIPULATION OF ITS 

JUNK BOND PORTFOLIO 
Discusses a discrepancy between information in the 
manual published by the Securities Valuation Office of 
the National Association of Insurance Commissioners 
and information in the 1988 statutory financial statement 
of Executive Life Insurance Company, reports that the 
California insurance department is investigating the De- 
cember 1988 transactions involving the company’s 
bond portfolio, mentions other developments relating to 
the transactions, and includes, in a supplement to this 
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issue, letters from three company representatives about 
our January 1990 article 


EXECUTIVE LIFE AND COLUMBIA SAVINGS & LOAN 
Discusses a reinsurance arrangement between Execu- 
tive Life Insurance Company and CSL Life Insurance 
Company, which is a subsidiary of Columbia Savings & 
Loan 


COMMENTS FROM COMPANIES ON OUR DISCUSSION 
OF SURPLUS RELIEF REINSURANCE 
Contains comments from officials of six life insurance 
companies concerning the discussion of surplus relief 
reinsurance in our November 1989 issue 
FROM THE MAILBAG 
Comments by Richard G. Barr, David J. Stumm, Richard 
Leder, and C. Ashley Davis, Jr. 


Vol. 17, No. 3 (March, 1990) 


A DISASTROUS JANUARY FOR EXECUTIVE LIFE 
Describes several adverse developments in January 
1990 affecting Executive Life Insurance Company, in- 
cluding the collapse of the agreement to sell Executive 
Life Insurance Company of New York, the California in- 
surance department's disapproval of the December 
1988 transactions discussed in our January 1990 issue, 
the announcement by the parent First Executive Corpo- 
ration that it expects to take a year-end charge of as 
much as $515 million because of defaults and losses in 
the bond market, reductions in ratings by the rating 
agencies, and adverse publicity in major newspapers 

CITIBANK AND THE INSURANCE REGULATORS 
Discusses the action taken by the National Association 
of Insurance Commissioners against surplus relief trans- 
actions of the type described in our April 1989 issue, 
discusses the action taken by the California insurance 
department against such transactions, mentions trans- 
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actions involving Transamerica Occidental Life Insur- Vol. 17, No. 5 (May, 1990) 

ance Company and Anchor National Life Insurance 

Company, and discusses the actions of the Missouri in- FINANCIAL STRENGTH RATINGS OF 

surance division with regard to a transaction between LIFE INSURANCE COMPANIES 

Citibank and General American Life Insurance Company Mentions the entry of Duff & Phelps, Moody's Investors 


GENERAL AMERICAN LIFE AND MOODY’S INVESTORS Service, and Standard & Poor's Corporation into the 


SERVICE—A CASE STUDY IN THE DECEPTIVE USE OF pag g ier diay se gana caldncteqarna 
A RATING FIRM’S REPORT . M. Best Company had a monopoly for many years, 


Describes the manner in which General American Life 
Insurance Company used a report on the company by 
Moody’s Investors Service in a press release, in a mem- 
orandum to the company’s general agents, and in a flyer 
prepared for prospective policyowners, and concludes 
with an expression of opinion that the company used 
Moody's report in a deceptive manner 


Vol. 17, No. 4 (April, 1990) 


EXECUTIVE LIFE AND THE MUNICIPAL BONDS 


Describes almost $2 billion of municipal agency bonds 
that were issued in 1986, that were underwritten largely 
by Drexel Burnham Lambert, and whose proceeds were 
used to purchase guaranteed investment contracts 
(GICs) from Executive Life Insurance Company, dis- 
cusses the top ratings initially assigned to the bonds by 
Standard & Poor’s Corporation and the manner in which 
the ratings declined with the decline in Executive Life’s 
ratings, mentions the question about the priority of the 
GICs in relation to other obligations of Executive Life, 
rnentions the question about whether Executive Life had 
legal authority to issue the GICs, and concludes with an 
expression of opinion that the company would face a 
catastrophic liquidity problem if it should have to return 
the funds 


JUNK BONDS IN THE LIFE INSURANCE INDUSTRY 


Explains how | constructed a list of life insurance com- 
panies with large holdings of junk bonds, and lists com- 
panies with $5 million or more of net worth at the end of 
1988 and with ratios of junk bonds to net worth of 100 
percent or more 


DELINQUENT AND FORECLOSED MORTGAGES IN 
THE LIFE INSURANCE INDUSTRY 


Explains how | constructed a list of life insurance com- 
panies with large holdings of delinquent and foreclosed 
mortgages, and lists companies with $5 million or more 
of net worth at the end of 1988 and with ratios of delin- 
quent and foreclosed mortgages to net worth of 25 per- 
cent or more 








The Insurance Forum is published monthly by Insur- 
ance Forum, Inc., P. O. Box 245, Ellettsville, IN 47429. The 
subscription pnce is $50 per year 

Reprints of back issues are $5 each, with five excep- 
tions: the October 1988, September 1989, April/May 1990 
June 1990, and September 1990 issues are $10 each 
Quantity discounts are available upon request 

We absorb mailing costs, but checks must accompany 
orders. indiana residents please add 5% sales tax 

© 1991 by Insurance Forum, Inc. All rights reserved 
The Insurance Forum may not be reproduced in whole or 
in part without permission in writing from the publisher 








shows the number of life insurance companies in the 
various rating categories of each of the four firms, 
shows the four rating firms’ descriptions of their rating 
categories, and lists the ratings of all the life insurance 
companies rated by Duff & Phelps, Moody’s, and Stan- 
dard & Poor’s 


MORE ON JUNK BONDS IN THE 

LIFE INSURANCE INDUSTRY 
Refers to the data on junk bonds in the April 1990 issue, 
explains why the amounts for numerous companies 
were overstated substantially, describes the “Z-bonds” 
shown in statutory financial statements, explains how | 
constructed a revised tabulation showing data as of the 
end of 1989 for the companies listed in the April 1990 
issue, and shows for each of those companies the 
amount of their junk bond holdings, the ratio of junk 
bonds to assets, and the ratio of junk bonds to adjusted 
net worth 


FROM THE MAILBAG 


Comments by Gerald B. Rex, Gordon N. Peay, Charles 
Vail, and Frank N. Conte 


Vol. 17, No. 6 (June, 1990) 


THE UNPRECEDENTED PROBLEMS AT 

FIRST EXECUTIVE AND EXECUTIVE LIFE 
Expresses the opinion that the 10-K report of First Exec- 
utive Corporation for the year ended December 31, 1989 
paints a picture of a beleaguered organization whose 
survival is in doubt, identifies several matters discussed 
in the report, including the independent auditors’ opin- 
ion, the size of the run on First Executive’s subsidiaries, 
the liquidity problems of First Executive, increased in- 
vestment losses, lawsuits and investigations, the rein- 
surance with the affiliated First Stratford Life Insurance 
Company, the examination report on Executive Life In- 
surance Company of New York for the period 1984 
through 1986, concludes with an expression of opinion 
that the problems of First Executive and its subsidiaries 
are unprecedented in the history of the American life in- 
surance business, and contains, in an appendix, exten- 
sive excerpts from the 10-K report 


THE CONFIDENTIAL MILLIMAN & ROBERTSON STUDY 

OF EXECUTIVE LIFE 
Discusses the background of a study of Executive Life 
Insurance Company conducted by Milliman & Robert- 
son, discusses the manner in which the study was men- 
tioned in the 10-K report of the parent First Executive 
Corporation for the year ended December 31, 1989, de- 
scribes a summary of the study prepared by Executive 
Life Insurance Company, describes a summary of the 
study prepared by Jerome J. Schwartz, and concludes 
with an expression of opinion that the study, which is 
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being treated as confidential by the company, should be 
made public 

FROM THE MAILBAG 
Comments by Leslie Moss, David J. Bruce, and Ralph E. 
Dillihay, and two quotations illustrating the views of the 
A. L. Williams organization on free speech 


Vol. 17, No. 7 (July, 1990) 


MORE ON CITIBANK AND THE 

INSURANCE REGULATORS 
Refers to earlier articles about transactions through 
which Washington National Insurance Company, Gen- 
eral American Life Insurance Company, and Transamer- 
ica Occidental Life Insurance Company obtained statu- 
tory surplus relief through what they treated as the 
“sale” of a portion of the future premiums on certain in- 
surance policies, discusses recent developments affect- 
ing each of the transactions, and explains how the Na- 
tional Association of Insurance Commissioners and the 
California insurance department have taken the position 
that obtaining surplus relief from such transactions is in- 
consistent with statutory accounting principles 


EXECUTIVES’ COMPENSATION IN 1989 
Shows the 1989 compensation of persons who received 
$500,000 or more in various companies 


Vol. 17, No. 8 (August, 1990) 


CONTINENTAL AMERICAN’S DIVIDENDS AND THE 

POLICY LOAN CLAUSE 
Describes a program under which Continental American 
Life Insurance Company is paying an “additional divi- 
dend” based on the “unborrowed cash value” of policies 
containing a loan interest rate of 5 percent, lists other 
companies with policy loan amendment programs, illus- 
trates the Continental American program, describes the 
company’s announcements of the program, shows the 
company’s comments on the program, and concludes 
with an expression of opinion that the company has bro- 
ken its promise to charge 5 percent interest on policy 
loans 


LIFE INSURANCE COMPANIES’ JUNK BONDS, 

TROUBLED MORTGAGES, REAL ESTATE, 

AND INVESTMENTS IN AFFILIATES 
Explains how | constructed lists of life insurance compa- 
nies with large holdings of junk bonds, troubled mort- 
gages, real estate, and investments in affiliates at the 
end of 1989, lists companies with ratios of junk bonds to 
adjusted net worth of 100 percent or more, or ratios of 
junk bonds to assets of 10 percent or more, lists com- 
panies with ratios of troubled mortgages to net worth of 
50 percent or more, or ratios of troubled mortgages to 
assets of 5 percent or more, lists companies with ratios 
of real estate to net worth of 100 percent or more, or ra- 
tios of real estate to assets of 10 percent or more, and 
lists companies with ratios of investments in affiliates to 
net worth of 100 percent or more, or ratios of invest- 
ments in affiliates to assets of 15 percent or more 
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FROM THE MAILBAG 
Comments by Leonard M. Coris, Timothy J. Kamper, 
Charles A. Slaughter Ill, Robert H. Harmon, Don D Rood, 
and a cartoon by Harry Privette 


Vol. 17, No. 9 (September, 1990) 


A WATCH LIST OF INSURANCE COMPANIES 

BASED ON THE NAIC’S 1990 IRIS RATIOS 
Describes the statistical and analytical phases of the In- 
surance Regulatory Information System (IRIS) of the Na- 
tional Association of Insurance Commissioners, dis- 
cusses previous watch lists, explains how | constructed 
a new watch list of insurance companies with four or 
more IRIS ratios outside the usual ranges, identifies the 
limitations of the data, discusses how to use the infor- 
mation, shows the names of the 1990 IRIS ratios and the 
ranges of usual values, and lists the 482 life-health com- 
panies and the 230 property-liability companies with 
four or more 1990 IRIS ratios outside the usual ranges 


INSURANCE COMPANIES WITH TOP RATINGS FROM 

DUFF & PHELPS, MOODY'S, AND STANDARD & POOR'S 
Lists the eight life-health companies and one property- 
liability company with top ratings from Duff & Phelps, 
the 21 life-health companies and 60 property-liability 
companies with top ratings from Moody’s, and the 47 
life-health companies and 107 property-liability compa- 
nies with top ratings from Standard & Poor's 


COMPANIES WITH REDUCED RATINGS FROM 

THE A. M. BEST COMPANY IN 1990 
Lists the 89 life-health companies and 191 property- 
liability companies that received ratings in 1989 from 
Best and received reduced ratings in 1990 


LIFE-HEALTH INSURANCE COMPANIES WITH 

TOP RATINGS FROM BEST 
Lists, in Supplement A to this issue, the 270 life-health 
companies with A+ ratings in 1990 from the A. M. Best 
Company, identifies the 193 companies that received A+ 
ratings for at least ten consecutive years, identifies the 
42 companies with top ratings from at least one of the 
three additional firms now rating insurance companies, 
and identifies the 20 companies that appear in at least 
one of our three watch lists 


PROPERTY-LIABILITY INSURANCE COMPANIES WITH 

TOP RATINGS FROM BEST 
Lists, in Supplement B to this issue, the 466 property- 
liability companies with A+ ratings in 1990 from the A. M 
Best Company, identifies the 179 companies that re- 
ceived A+ ratings for at least ten consecutive years, 
identifies the 69 companies with top ratings from at least 
one of the three additional firms now rating insurance 
companies, and identifies the 43 companies that appear 
in at least one of our three watch lists 


Vol. 17, No. 10 (October, 1990) 


THE MILLIMAN & ROBERTSON REPORTS ON 

EXECUTIVE LIFE 
Refers to an article in our June 1990 issue, discusses re- 
ports prepared by Milliman & Robertson concerning Ex- 
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ecutive Life Insurance Company and Executive Life In- 
surance Company of New York, explains the qualifica- 
tions and limitations on the use of the reports, points out 
that the reports do not discuss the liquidity problems of 
the parent First Executive Corporation, describes the 
lapse assumptions, investment assumptions, default as- 
sumptions, mortality assumptions, and expense as- 
sumptions used in the reports, provides some back- 
ground on the reports, describes the struggle for access 
to the reports, and mentions their availability 


Vol. 17, No. 11 (November, 1990) 


A. L. WILLIAMS AND THE MISGUIDED 
MASSACHUSETTS REGULATORS 


Refers to an article in our August 1989 issue concerning 
a complex arrangement for the payment of commissions 
to agents of A. L. Williams (ALW) by Massachusetts In- 
demnity and Life Insurance Company (MILICO), dis- 
cusses the position of the National Association of Insur- 
ance Commissioners (NAIC) on such arrangements, 
describes how the Massachusetts division of insurance 
took a position on the arrangement only by default, dis- 
cusses the role of Tillinghast as a consultant to the Mas- 
sachusetts division of insurance, discusses the opinion 
letter provided to the Massachusetts division of insur- 
ance by the law firm of LeBeouf, Lamb, Leiby & 
MacRae, points out that the arrangement is not men- 
tioned in MILICO’s 1989 statutory financial statement, 
explains how ALW agents signed new agents’ contracts 
under duress, mentions a tax issue associated with the 
arrangement, points out the controversy over how the 
arrangement compares with surplus relief reinsurance, 
concludes with an expression of opinion that it is wrong 
for the Massachusetts regulators to rely on opinions 
paid for by the company while disregarding the opinions 
of colleagues in the NAIC, and includes, in a supplement 
to this issue, an excerpt from the examination report on 
MILICO as of December 31, 1989, and four paragraphs 
from a report by Tillinghast that were omitted from the 
examination report 
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MORE ON MILICO’S RESERVING METHODS 


Refers to an article in our June 1989 issue concerning a 
potentially explosive controversy over reserving meth- 
ods in the life insurance business, points out that the ex- 
amination report on Massachusetts Indemnity and Life 
Insurance Company (MILICO) made public in August 
1990 does not discuss the methodology used in the 
computation of MILICO’s reserve liabilities, indicates 
that the methodology is discussed in a report prepared 
by Tillinghast for the Massachusetts division of insur- 
ance, and includes the relevant excerpt from the Tilling- 
hast report 


Vol. 17, No. 12 (December, 1990) 


THE DILEMMA OF THE A. M. BEST COMPANY 


Mentions that the A. M. Best Company for many years 
had a monopoly in the rating of insurance companies, 
points out that Duff & Phelps, Moody’s Investors Ser- 
vice, and Standard & Poor’s Corporation are now rating 
insurance companies, illustrates the candor used in the 
early days of Best’s Insurance Reports, describes how 
Best has departed from its candid style, explains the 
changes over the years in Best’s recommendations and 
ratings, describes how Best loosened its requirements in 
1976, compares Best’s ratings with those of Duff & 
Phelps, Moody’s, and Standard & Poor’s, and con- 
cludes with an expression of opinion that Best is still the 
leader in rating insurance companies but must make 
significant changes to restore credibility to its ratings 
and to retain its leadership position 


THE WEISS RATINGS OF LIFE INSURANCE COMPANIES 


Points out that Weiss Research, Inc., has begun rating 
life insurance companies, describes the system used ini- 
tially by Weiss, describes the revised Weiss system, 
summarizes the 1990 Weiss ratings, and concludes with 
a discussion of the reasons for my opinion that the 
Weiss system in its present form will not achieve re- 
spectability in the insurance industry 
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